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KEY ECONOMIC INDICATORS - PAKISTAN 
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SUMMARY. The Pakistan economy has performed better in the past year than in the 
preceding period, with real GNP up 5%. The wheat crop is substantially larger than 
the previous record, and inflation roughly half of the previous level. The economy 
continues to suffer from lack of growth in the industrial sector and from a sub- 
stantial trade gap. The outlook for the next few years is for a continuing difficult 
balance of payments situation. The government hopes for further substantial increases 
in agricultural production, and industrial investment plans now under way should re- 
sult in substantial increases in capacity in key public sector industries by FY 1978. 


Investment in the public sector continues to increase sharply. The government's 
announcement nationalizing several agricultural processing industries last July, how- 
ever, further depressed the already cautious private investment climate and has left 
Pakistani entrepreneurs with serious questions about what role the government envisages 
for the private sector in its mixed economy. 


Pakistan has recently become more active on the international economic policy scene. 
It has been particularly prominent in the movement among developing countries to get 
relief from their heavy external debt burden by rescheduling or debt writeoffs. 


The best prospects for U.S. exporters to Pakistan are in the areas of chemical fert- 
ilizer machinery, telecommunications equipment, port equipment, hotel equipment, trans- 
portation equipment, heavy construction equipment and food processing equipment. 
Pakistan receives abundant foreign aid, partly in the form of cash loans and partly 
in the form of assistance in special development projects. Since much of this non-US 
foreign aid is not tied to special suppliers, U.S. exporters will find that pro- 
jects financed by external aid are good potential markets for U.S. pro- 
ducts and services. END SUMMARY. 

CURRENT ECONOMIC SITUATION AND TRENDS 


Current Economic Conditions 


Pakistan's economy performed better in the fiscal year which ended July 1, 1976 than 
it had in previous years. Growth in real GNP was about 5 percent, permitting an 
increase of about 2 percent in real per capita income. 


The most important increase in production was the record wheat crop, now estimated 
at 8.3 million or more tons, well above the previous record. Aside from wheat, the 
agricultural sector, which represents about one-third of GNP and employs some 70 
percent of the population, had mixed results in FY 1976. Rice production rose some- 
what over the previous year's but the cotton crop was extremely poor, 20 percent 
below the previous year's level. The outlook for cotton production in FY 77 is again 
not promising. Rice may also have suffered considerable damage during the floods 

in the summer of 1976. 


Industrial production, accounting for some 15 percent of GNP, has increased very’ 
little in the past 2 years. The major contributing factor here is the stagnation of 
the cotton textile industry, which dominates Pakistan's industrial sector. The 1973- 
76 world recession has forced 29 mills to close and of the remaining 133, only 23 
showed a profit in FY 76. The recent floods have apparently badly damaged this year's 
cotton crop with the result that Pakistan will most likely not be able to take 
advantage of the improving international textile market. 


Pakistan's trade deficit in FY 76 was again substantial, with imports nearly double 
exports. Although exports are expected to increase, similar trade deficits are 
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expected for the next several years. Debt service is also high, with payments of 
principal and interest during FY 76 representing 28 percent of Pakistan's foreign 
exchange earnings from exports and remittances. Consequently, the balance of payments 
situation is Pakistan's single most serious medium-term economic problem. The govern- 
ment hopes to alleviate it by eliminating imports of wheat and over the longer haul 
nitrogenous fertilizer through increased domestic production. The government also 
hopes for increased earnings from more vigorous marketing of rice. The decline in 
rice prices, however, has meant that the substantial increase in the amount of rice 
exported in FY 75/76 generated only a marginal increase in foreign exchange earnings. 


On a more encouraging note, inflation which has plagued Pakistan for the past few 
years abated considerably in FY 76 (about 12 percent compared with 24 percent in the 
previous year). The past year's increase in the government's deficit and the money 
supply make it likely that inflationary pressure will increase in the next few months, 
so that careful management of economic policy will be needed to prevent the resurgence 
of inflation. 


Looking beyond the current year, prospects depend largely on the progress of the 
government's substantial efforts at agricultural development. The government has 
identified the achievement of self-sufficiency in food as its agricultural priority 
for the next few years, and has developed a plan to bring the goal within reach by 
better use of Pakistan's water resources (notably from Tarbelg Dam, which will 
apparently be available for the next crop) and increased use of fertilizer. 


Investment Picture 


Also of great importance to Pakistan's economic development plans is industrial 
investment, particularly in the public sector, which accounts for some 70 percent of 
all recorded investment in Pakistan at present. In the "mixed economy” favored by 

the Bhutto Government most areas of heavy industry, petroleum, chemicals and util- 
ities have been concentrated in the public sector for the past several years. A new 
nationalization order in July 1976 added the major agricultural processing industries -— 
cotton ginning, rice husking and flour milling -- to this list. The general expect- 
ation is that new large industries will be concentrated in the public sector from now 
on, although some may be established in collaboration with foreign private investors. 


Public sector investment has increased substantially for the past 2 years, and we 
expect this trend to continue. The key industries being expanded are the fertilizer, 
sugar, steel, chemical and cement industries. The present investment program should 
result in a considerable increase in capacity in key public industries by FY 1978. 


The private industrial sector has been overwhelmingly dominated by the textile 
industry. Statistics on private investment are unreliable. The increase in private 
investment during the last 2 fiscal years seems to have been primarily in the areas 
of farm improvement, commercial and residential construction and-various small 
industries, with private industrial investment lagging. The recent nationalizations 
referred to above have depressed the already cautious investment climate, and have 
increased business scepticism about continued government statements that the private 
sector is an integral part of the Pakistan economy. 


Pakistan's stated policy with regard to foreign investment is fairly liberal, but very 
little foreign investment has come in during recent years. The depressed domestic 
investment climate has contributed to this situation, as has the strong impression 
among foreign investors that the Government of Pakistan continues to regard them 
with suspicion and hems them in whenever possible. 





Foreign Assistance 


Fortunately for Pakistan foreign assistance for the past 2 years has equalled or 
exceeded Pakistan's substantial trade deficit. Approximately one-third of FY 75/76 
aid disbursements came from the oil exporting countries. Most of the balance came 
from Pakistan"s traditional donors, the U.S., the World Bank and its affiliated 
institutions, the Asian Development Bank and the western countries which make up the 
aid to Pakistan consortium. China has also been a substantial aid donor. 


The Government of Pakistan hopes that last year's level of aid from OPEC sources 
will continue. There is a substantial pipeline of commitments made but not yet dis- 
bursed from OPEC sources. But Pakistan recognizes that the development plans of the 
oil producers may reduce the funds available. Moreover, OPEC sources increasingly 
allocate aid to specific projects for which a commercial return is expected, rather 
than extending cash loans. Pakistan therefore continues to look to the consortium 
as its key long-term source of aid. 


Political Events Affecting the Economy 


The present parliament's term expires in August 1977, and given the subcontinental 
tradition of holding elections only during the cold season, the general expectation 
is that they will be held some time during the winter/spring of 1976/77. To some 
degree, therefore, we expect that economic policy decisions in the coming months will 
be designed to make the Bhutto government's record of fostering economic progress and 
improving the general standard of living look good to the electorate. The national- 
izations in July were probably in part the result of Prime Minister Bhutto's election 
plans. 


Pakistan has become more active on the international economic policy scene in the 
last year. It is a member of the UN Security Council, an active participant in the 
Conference on International Economic Cooperation in Paris, and has recently been 
elected Chairman of the Group of 77 Developing Countries. Pakistan has taken a 
leading role among the developing countries presssing for a’more radical solution to 
their problems, especially their heavy external debt burden. Prime Minister Bhutto 
has called for a summit conference of Third World countries to deal with these 
problems, 


Pakistan has now reestablished diplomatic relations with India and Bangladesh. Re- 
lations with Bangladesh have become quite warm, although both Pakistan and Bangladesh 
realize that India's concern about their relationship will limit the amount of coop- 
eration possible. Trade has been reestablished but is expected to remain on quite a 
modest scale. India and Pakistan have restored civil air links and trade on a modest 
level, although generally their relations continue to be characterized by mutual 
suspicion. 


Pakistan's political and economic relations with the Muslim countries continue to be 
Close and warm. The oil producing countries have become a major source of aid and 
official investment, and are an important market for Pakistan. 


IMPLICATIONS FOR THE U.S. 


Status of US Businesses in Pakistan 


US equity investment in Pakistan totals almost $70 million. US firms are active in 
many different fieldd, but the biggest concentration is in fertilizer, pharmaceuticals 
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and petroleum marketing and exploration. Most American businesses in Pakistan are 
profitable. Investors in sectors heavily regulated by the government such as energy 
and fertilizer, have complained of difficulty in marketing their products and of 
slowness of their many dealings with the government. 


A few US firms already in the Pakistan market are expanding. One major investment 

by a US company in the fertilizer area supported by World Bank, German and USAID 
financing, is in an advanced planning stage. In general, however, little new invest- 
ment activity by American firms is taking place in Pakistan. Petroleum exploration 
activity by American and other foreign companies is moving slowly. There has been 
some generalized interest in locating assembly or manufacturing plants in Pakistan, 
principally to supply neighboring oil countries, but we have seen little or no actual 
movement towards establishing such enterprises. 


Prospects for US Exporters 


The best prospects for US exporters to Pakistan are in the areas of chemical fert- 
ilizer machinery, telecommunications equipment, port equipment, hotel equipment, heavy 
construction equipment, and food processing equipment (such as sugar mills, edible oil 
processing and wheat and rice milling equipment). Engineering and consulting services 
will also be needed in connection with development projects. 


Foreign aid from one source or another accounts for a great deal of the investment 
planned in Pakistan over the next few years. USAID has authorized loans to support 

a malaria control program and for a fertilizer plant in which the Agrico Corporation 
will be an equity partner and which will also receive financing from other aid sources. 
Substantial AID loans for agricultural investments will finance primarily imports of 
phosphatic fertilizer and improved seeds, An initial $40 million loan of this sort 
has been almost fully drawn but other follow-up loans are expected shortly. USAID 
has also authorized a technical services loan, which will finance economic and 
engineering feasibility studies and consulting by American and other eligible firms 
for possible projects proposed by the Government of Pakistan. The follow-on projects 
are not likely to receive AID financing, however. All the other activities by USAID 
are focused on areas which will directly benefit the poorest segments of Pakistan's 
population. Agriculture, rural primary education, population planning and health are 
the major beneficiary sectors. 


The World Bank Group has authorized loans for an expansion of the natural gas pipe- 
line system of Sui Northern Gas, a fertilizer plant, two development banks, live- 
stock development, improved seed production, electric power and major improvements 
in the Lahore water supply and drainage system. The Asian Development Bank (ADB) is 
also active in the fertilizer field, with loans to the Multan and Mirpur Mathelo 
fertilizer plants. In what is becoming a familiar pattern, both of these projects 
include some financing from OPEC sources. The ADB has also authorized a loan of $22 
million for the installation of gas turbines for the Karachi Electric Corporation, 
and one of $25 million for the Industrial Development Bank of Pakistan (IDBP) for re- 
lending to thé private ‘sector. Other loans planned or under consideration by the 
ADB include assistance to the Lyallpur and Hyderabad water supply schemes, and for 
dredging operations at the new Port Qasim near Karachi. 


Projects to be financed by OPEC aid and joint ventures with OPEC country partici- 
pation include an oil refinery, several textile plants, at least two livestock 
projects, a cement plant, and a polyester fibre plant. Some of the equipment for 
these projects will come from the United States. 
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In addition, a number of Pakistani government agencies have developed plans which 
may or may not wind up being supported by a foreign donor, and which are likely to 
come to fruition during the next few years. Pakistan Railway hopes to import 15-20 
million dollars worth of locomotives annually for the next five years. WAPDA pur- 
chases of power generation equipment should run about $15 million a year over roughly 
the same period. Sui Pipeline Company in Karachi and Sui Northern Pipeline Company 
in Lahbre will require pipes, pipeline fittings and control and measuring devices for 
the continuing extension of their natural gas distribution systems. There are also 
a number 6f major projects which have been approved in principle by the goverrment — 
and partially staffed and are ready to move. forward if they can find the foreign ex- 
change to finance them. In some cases, these carry substantial political priority, 
so that when “extra” foreign exchange becomes available to the project managers they 
are eager to move forward as quickly as possible. Examples are Indus Super Highway, 
the Chasma nuclear power complex, the Lowari Tunnel, a change from mechanical to 
electronic telephone switching, a joint venture telephone cable factory, and some 
large-scale farms. For projects like these, fast sales action when the necessary 
foreign exchange has been located may be as important to the successful sales effort 
as price and quality. 


Pakistan expects to import 700,000 tons of wheat in FY 76/77, well below the amount 
imported during the previous two years. It hopes this figure will drop substantially 
again the following year. About half of this year's wheat imports are expected to 
be on concessional terms including US PL-480. Imports of vegetable oil and tallow 
are likely to remain high for several years. In coming years the U.S. will probably 
finance a substantial portion of Pakistan's vegetable oil import needs from PL-480. 


Because of Pakistan's difficult balance of payments situation and high debt service, 
a crucial element in most export sales is financing. For imports not financed by 
foreign assistance, the government makes prospective importers, both public and 
private sector, look carefully at financing terms, and suppliers who cannot offer 
some form of credit may find themselves at a disadvantage even if their price is com- 
petitive. 
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